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Federal Communications Commission Media Bureau staff economist, Peter Alexander. 
and Nodir Adilov, Department of Economics. Cornell University, recently co-authored two staff 
research papcrs relevant to the issues in the cable ownership rulemaking' and AT&T-Corncast' 
proceedings. By this Public Notice, we inform interested parties that the Commission will 
consider these two papers in its deliberations in the above referenced proceedings. These papers 
represent the individual views of their authors and do not necessarily reflect the views of the 
Commission. any commissioncr, or other staff member. 

The first paper. Media Bureau Staff Research Paper No. 13, entitled, "Asymmetric 
Burgaining P o w r  and Pivolal Buyers," examines the potential impact of horizontal mergers on 
buyer bargaining position. This study shows that, in the case where bargaining power is 
asymmetric, i t  is possible that large merged firms might extract greater concessions from 
program suppliers than smaller buyers. These results suggest that horizontal merger might be 
used as a strategy to cnhancc bargaining position. 

' Sc.e lmplemenrarion of Section I I o j rhe  Cable Telrvirion Con.vrimrr Prorecrion and Comperirion Act of 1992. 
ln~plemenralron of Cable Aci Rejorm Provisions OJ [he Teleconimunications of 1996. Commission k Cable 
Horizonral and Verrical Ownership Limifs and Arrrihulion Rules, Review ofrhr Commission 's Regularions 
Governing Aririburion o/Broadcasr and CobldMDS Interesls, Review ofrhe Commission 's Replat ions and Policies 
Afccfing Invesrmenr rn rhe Broudcusr Indusrv, Reexamination of [he Commission's Cross-lnferest Policy, CS 

Rulemaking, 16 FCC Rcd 17312 (2001)("F~rrrherNuricr"). 

' See Applicarions/or Consenr l o  rhr Transfir o/Conrrol oflicensesfrom Comcasi Corporation ond AT& T Corp., 
Trun.!/erors. ro AT&TC'omcusr C'orporaiion. Trans/eree, MB Docket No. 02-70, Public Notice, DA 02-733 (rel. 
March 29.2002) rPitblic Norrce"), as modrjed by Public Notice, Errarirm and Order Exfending Filing Deadline, 
DA 02-70 (rel. May 3 ,  2002). 

Docket Nos. 98-82, 96-85. MM Docket Nos. 9?-264,94-150,92-5 I ,  87-154, Further Notice of Proposed 



The second paper, Media Bureau Staff Research Paper No. 14, entitled, “Mosr-Fuvored 
Cu.wmer.7 in /he Cuhle Induslry,” explores the implications of most-favored-customer clauses in 
the cable industry. This paper finds that the introduction of a most-favored-customer clause for 
large buyers will increase their profitability and that the seller’s profits may decrease. The paper 
then compares its results to the Bykowsky-Kwasnica-Sharkey experiments’ regarding the effect 
o f a  most-favored-customer agreement and finds that the two sets of results are consistent. 

Thc Media Bureau Staff Research Paper Series is a forum for the Media Bureau to 
examine issues that are relevant to our mission. In addition, these papers will provide 
information to the Commission i n  order to stimulate debate. 

Both the rulemaking and the license transfer proceedings are “permit-but-disclose” for 
purposes of the Commission’s exparte rules.4 Exparie communications will be governed by 
section I .206(b) of the Commission’s rules.5 We urge interested parties submitting written ex 
p ~ r r ~ ’  presentations or summaries of oral ex purre presentations in this proceeding to use the 
Electronic Comment Filing System (“ECFS”) in accordance with the Commission procedures set 
forth in the Cornmission’s Furrher Norice in the cable ownership proceeding6 and its March 29, 
2002 Public hkiricc, in the AT&T/Comcast license transfer proceeding.’ If using paper ex parre 
submissions, interested parties must file an original and one copy with the Commission’s 
Secretary, Marlene H. Dortch, and should follow the procedures set forth in the aforementioned 
cable ownership Further Nurice and the March 29, 2002 AT&T-Comcast Public Nolice for 
sending their submissions by mail, commercial overnight courier, or hand delivery. 
Additionally, interested parties must submit their ex parre filings to the persons identified in the 
cable ownership Further Norice and the March 29, 2002 AT&T-Comcast Public Norice. 

Copies of these papers may be obtained from Qualex International, Portals 11,445 12‘h 
Street, SW, Room CY-B402, Washington, DC 20554, and will also be available through ECFS. 
These documents are also available for public inspection and copying during normal reference 
room hours at the Commission’s Reference Information Center, 445 1 2‘h Street. SW, CY-A257, 
Washington, DC 20554. The documents will be posted on the Media Bureau’s website at 
<h t t r , : / /~ . fcc . .ov / inb>.  

’See Mark Bykowsky, Anthony M. Kwasnica and William Sharkey. Federal Communications Commission Office 
of Plans and Policy, OPP Working Paper No. 35, “Horizonlul Concenlrurion in rhe Cable Television lndusrry: An 
€xperimm~al.4nulysis,” (rel. June 3, 2002). 

See generally 47 C.F.R. $9 I .  1200- I .  12 16. 

‘ 4 7 C . F R .  5 I.I206(b). 

‘ See Furrhcr Noiice, I 6  FCC Rcd at I737 I 7 132. 

’See Public Norice. 
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Alternate formats of 
and Braille) are available to 
7426 voice, (202) 41 8-7365 

this public notice (computer diskette, large print, audio recording, 
persons with disabilities by contacting Brian Millin at (202) 418- 
TTY. or email at bmillin@fcc.gov. 

The media contact for this Public Notice is Michelle Russo, (202) 41 8-2358. The Media 
Bureail contact is Royce Sherlock, (202) 418-2330. 
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s!.iii nit. t r i c' E arg ai 11 i ng Power and P i vo t, a1 

ABSTRACT 
Rasko\,icIi (2000) siiggests that becoming pivotal through merger 

iwrscns the  merging buyers bargaining position. We show that these 
rc\iilts hiild 111 tlir (asr  where buyer bargaining power is equal across 
hiiyers. hilt not in tlir i'ase whrw bargaining power is asymmetric 
l\.r ile~nonstrat,e it IS possible when there are asvrnrnetries in bargain- 
iiig power that largcr hiiyers. including pivotal buyers, can extract 
g r r n k i -  gains froni tradr. t,han smaller biivers. We show that, this 
rrsult Iioldi ewii if r,hc supplier's value funct~on is convex. These 
rcsuks imp]!. that horizontal merger might be used as il stratcgy to 
r i i  h a n w  1nrg;iixinig position. 

Introduction 

I 



scvernl l iuwrs .  Both iiizuriic' tii:it t,hr gains from trade are divided rc111all1. 
ii.c,.. 50-5U). irrt:spcc:ri\.c. o f  iirrii size. Ctiipr~. a n d  Snvdcr suggest t h a t  tlir 

cffrct ou harC;itiiiin; positioii or ;I iurI;ei I,!. t\vo ( , o r  nioir)  biners c'rlri 
I J V  determined b~ tlir ( . ~ i r r ~ i t u r ( '  of the' siipl>lici.'s valnr friiirr,ioti. aiid the\ 
tleiiiorist~rare tlial i f  [ l i t ,  s i i p p 1 1 ~ 1 ~ ' s  wlue tiincrion is em~imw tlie inergel \\-ill 
d ~ ; i r i c ~  the hu!-cr s Imrgairiiiix pcisit,ioii. i f  tlii, \,ril~ir fuiict,ion is c o i i \ ~ ( x  
I l i c ~  irirrg(>r will w i r s e ~ i  t h e  rht ,  l n i v r . ' s  bu:ainin: p o s i ~ i m  R;isko\-idi 
gcriFlalireh Cliipt\. i111e~I S indci .~i  nio(ir1 I)>. irit,rotluciiig ri pivotd bii>~rr. 
t l i i i l  IS. <I lhiiyer so l ~ r g r  t l i i i i  mil\. t t i r  bin-cr cii,ii completel\. c w r r  the, 
h i i p p l i ~ 1 ' 5  cost,s. Thiii. tlic large hrrri is ..on t i iv  iiook' for t,hr supplicI's 
costs Tlir rrsult is t,liat merger umseiis ti buyer's bargaining posit,iori. 

Zmrralizc t,hr. Rpproach of CIiipty arid Sii>.(iei 
(1999) i~nd Raskoiicli (21)OO) 11)- relaxing t,he *sumption of equal di\+ 
siort of t,hc, gains frorri t r a d e  \!,'e dt:nionst,rat,e tha,t, an equilibrium exists 
tvheri t,he divisiorr of t he  surplus varies across firms, arid we analyzc t,tw 
(:as(> wticrc hargninin,n power is assunid t,o increase in firm size. 

\Ze offrr sewial plausible reasons w h ~ ,  bargaining power might bc 111- 

rrc>;l,siri; III firni sizp. First. u rric.rger may augment the set of useful infor- 
iiii~tion regarding prices and other coiitractual t,erms the previously nori- 
iriergrtl firms' possessed. Srcotid. if  there are differences in bargairiing 
hkil ls  tirt,uren thr riiergirio hrriii.  t,he rricrger ma! result, in the reknt ion 
iif r.hr niore-ski1lc:d biirgaining remi.  Third. the merged firm may have 
i i  Iiiu.er risk av&sion coeficient. Foul-th. t,he merged firni may br  more 
pLtient. i t ! . .  i t  m a y  riot, discolint t , t~e  future as much as t,he previously 
iiori-rner& firms r1i;t~- hnve.' Regardless. our goal iri t,his paper is simply 
t o  ~sp lore  the ont,corne of the hilat,eral bargaining niodel as if  bargaining 
power ip 'Lsyrnrnc.trii. :ti1 assuinprion wc ser as 110 iriore or less heroic thaii 
iiriy ot tier. 

,!.her exteritlirig thc riiotlrl ol' Raskovich (2000) t,o iricorporate asymntet- 
ric. tiargaiiiing power. ive t t ieri stiow that,: (1) t,he resu1t.s of the bargaining 
wlution erriployeti tn Ch ip t ,~  a n d  Snyder and Raskovich are robust t,o any 
c.oristarit tlivision of the t,riide surplus (~3.g.. 80-201 60-40, etc.) and riot, 
~ i r r i p l v  50-30; (2 )  t.he curvature of the value function may no longer be 
;I rrlinhle rule-of-thunib rnetlioti for evaluating t,he change in bargaining 
l)osit,ii)ti iriiti l ienc~c tlir rffect of mergers on sellers; (3)  the  postkmerger bar- 
~ i i i i i i r i g  positiori of t t w  i r i t q t d  h r m  rrmy improve even though the merged 
hrrri  I ~ e ~ o t i i e s  pivot,iil: ;>,rid ( 3 )  ii rrit'rger rri;~y decrease the. rnergztl firms' 
t,raiisfcr paymrnth arid tlecreasp the seller's transfer revenues. 

Pc.rh,lpi tlir s i ~ ~ i j i l ~ ~ t  uw\. to denioiistrate t,he potential effects of a,sym- 
i i i c m c '  hargiiining power is l)v example. We preface the example by in- 
trotllicing a txirgaiiiiri; power pa,ramet,er t,hat can vary across firms. and 
iienotr the I '*  txtj7er.s bargaining power by ( x ,  E (0. 1). where a higher 

l r i  \ v t i a t  follow. 



wliir of il meitris greater 1,argaining power.3 
i i rn i J  that  WP have three h y e r s .  each with different valuatioris 

of t l w  s e l l e i ~ ~ s  pi oducr,. and each \vit,h different levels of ba,rgainirig power. 
F ~ J I ~  t ~ x n i ~ ~ p l f .  iissiini~' t h d r  'L'A = 80. L : ~  = 56. a,nd = 40. anti t,liat 
i i  4 = h .  (iii = .1. itntl (vi' = .3. TI derior,es t,lic transfer price for t,he i th  
IIII~Y!I. Tlic, IL:\Y>I of seller ( ' os ts .  F. is 50. It  is easy t,o demonstratc: that, 
iiw1t.i. t l i r s r  miiditions huvei- B is pivotal. wticreas buyers .4 (with the 
1ii;lirst val~ia t im of th r  seller's product,) and C (with the lowest, valuation 
( ~ J (  r l t r ,  sr1ler.s p i~od i ic t )  arc' not, pivotal. Note 1,hat for R.askovich (2000). 
I~iivrrs '4 and  B \\-nuid bc pivotal. WP see t,hat T A  = (1  - a4) . = 
(11.2 SO1 = lC a r i d  t h a t  Tc. = (1 - c y c ) .  7 jC  = ( 0 . 7 .  40) = 28. It, is 
~ r i i r i i ~ ~ l i a t ~ l v  cli,,ir that T., - 7;. = 43 < 50 = F .  Further, we r d e  tliat 
7,  = ( l - i ~ ~ ) ~ ~ ~ ~ ' n - F + T . ~ + T r ) + ( F - T , ~ - T ~ ) = ( O . 6 ~ 5 0 + 6 ) = 3 6 .  
Olwr\ , i i ig that T1 + T,  = 16 + 36 : 52 > 50 arid Ts + Tc = 64 > 5U; 
i l  is cleai- t,hat t)nvcr A a.rid buyer C are not pivotal. and  tha t  buyer B 
is p i w t d  In f i ic t .  iis we S P ~  from the example. TB > Tc > T4, i.e.: the 
I)ii\,c>r bvith the highest valuation pays the least. Thus, in a framework 
wi r ,h  asymmetric lxqa in ing  power, pivotal buyers can derive significant 
b ?I I P h t 5. 

( 2 0 0 0 )  rnodrl arid sliow t , h t  under more general assumptions a n  equilib- 
ri i i r i i  st,ill exists Next,. wc show that the intaroduction of asymmetric bar- 
giiiiiirig power (:mi improw the huying f i r r i s  bargaining position (even if 
t i i t .  firm is pivot.al). !G also show t,hat in the presence of asymmetric 
hiirgainiiig powrr the 'curvature test' of t,he value function can be  a mis- 
Ica.ding indicator of the effects of merger on bargaining position. Le., tha t  
t,lw hargaining position of t,he merged firm can improve even if the the  
\ ~ i I ~ i c  f i i rdo i t  i:, convex. Finally we make some concluding remarks. 

The rest, of the paper IS organized as follows. First, we ext,end Raskovich's 

Nash Equilibrium with Bargaining Power 

111 t t i i i  wrtion. we (Werid Raskovich's (2000) model to accommodate asym- 
iiwti-ic harga,ining power. We begin by c:oristruct,ing the transfer prices 
f c 7 u x 1  13). pivotal  i ~ r i d  non-pivotal buyers arid then show tha t  a n  equilib- 
I I L I I I I  cTx1st.s iiiidcr condit,ions more general t,hari Raskovicii's. 

buyer's surplus is given Follo\ving Raskovich (2000), we assiirne the 

n 

3 





Lcmma 1. I f  Iiiiwi i intidies tlie curiditions for being pivotal. then 
l i i i w i  / i .  sii(,Ji t 1 i L i r  / I  -': i .  idso sat,ixfies t h r  condit,ion for bein:, pivotal. 

Lemma 2. I f  protliict,ion is efficient. Cy=, 'ul + V _> 0: then the out- 
( o r l i t '  111 w111di :ill /hiverb a i ?  pivotal satisfies the supplier's part.icipatior1 
I ' i l l l S t ~ i i l l l l  

5 



Merger Effects 





r i ik-of-t  tnirnh nirttiotl for e\i~lnatiiig the change in bargaining posit,iori ant1 
Iiriin tht '  eNect,s of t l i t s  rrirrger on sellers. bloreover. despite Raskovich.s 
p ~ ~ ~ d i c r  iciii r t i a t  1)ivotiiI biitws woiil(j be disadvantaged by merger. \ve have 
~ l i m ~ r i  t h a t  ini~:reasIng hargaining power can irriprovr t,he bargaining posi- 
t i o i i  ot i h ~ . .  i i w  p i m a .  rnrrgpd f irm 

Conclusion 

r{os!m i c l i  j ?OOCl) hii&gesred tliat heconiirig pivot,al through merger wors- 
v r i i  t lip nimgiiig h i v c r s '  Oargaining posit,ioii Wr haw shown t,hat. t,liesr 
iesrilt.s tiold iri  t ,hP case rvherr buyer bargaining power is constant. hut, not, 
iiweh>atil\~ 111 thcr c a r  n.liere hargairiirig power increases with firm size. 
\I.? demonstrat.etl tliat large] buyers. including pivot,al buyers. can ext,ract, 
:rcat,c?r pi-Lilts frorn trade than smaller buyers when there are asymmetries 
iti I i ; r rg~i r i ing  po\ver. Chipq. and Snyder ( I Y Y Y )  and Raskovich (2000)ma\~ 
iiiicler-rsrimat~ liiugairiing position because thev a.bstract from t,he possi- 
I ~ i l i r \ .  t ,ha t  bii,rga.ining power may increase with firm size. Once this effect, 
I,< ,I( ~ ,o i i i r t , ed  for. t h r  t.urvat,ure of t h e  value function IS no longer a reliable 
i-rili~-of-thumh mcthod for evaluating the change in bargaining position and 
lieiice the trffect,s of tlir merger on sellers. Moreover. despite Raskovich's 
p rd i r t ion  t,hat pivotal buyers would bc disadvantaged by merger, we have 
diown 1 hat incrrasing bargaining power can improve the bargaining posi- 
t ion of the, now pivot,nl. merged f i r m  

8 
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Most-Favored-Customers in the Cable 
Industry 

Nodil- Adilov iLl1d P r k r  .J. Alexander 

Stspt,rrnher 25. 2002 

ABSTRACT 
In this paper, wc rxplore the implications of most-favored-customer 

clauses in the catile iiidustry. We show that the introduction of 
it most-favored-customer clause for large buyers will increase their 
profitability, and that tlie seller's profits may decrease. We exam- 
ine the exprrimental cable bargaining results of Bykowsky, K w a s  
nica, and Sharkey (2002), and compare these results to our  model. 
LVt, find that the  results of the Bykowsky-Kwasnica-Sharkey experi- 
ments regarding the effect of a most-favored-customer agreement are 
consistent with our findings. 

I Introduction 
In this paper, we explore t,he use of 'rrrost,-favored-customer' clauses (here- 
after hlFC) iri the c:ablt: industry.' We examine the  impact of MFC clauses 
(111 hargaining outconies bet,n-een buyers and sellers, arid show tha t  these 
uutconies depend on t,he market share of the larger buyers and the reiative 
valuation of t,he sellcr's programming to different huycrs. 

The paper is organized as follows. We begin with the general case 
n-it11 many- buyers and sellers: and S I I O W  t ha t  in the absence of capacity 
r.onst,raints and hlFC arrangement,s tlie competitive oiitcorne obtains. We 
t,tirn introduce channel ca.pacit.v const,raints, and demonstrate t ha t  the 
cornpeTTitivr outcome still o h h i n s .  Next. we explore t,he case of large firms 
i i r d  hIFC clauses. Wc show tha,t, t,lie introduction of MFC clauses can dis- 
;dvant ,age sellers a i d  small huyers. We find that  as the market share of the 
1;irgc: l)iiyer increases. srnallcr buyers are more likely to be disadvantaged. 

'ACIIIO\ t)epartment ot Economics. Cornell University, emaii: na47@cornell.edu; Alexander: Federal Corn- 
i ~ i ~ ~ ~ ~ i c i ~ t ~ c ~ r ~ s  Commission, ernail. palexandQfcc.gov. We thank David Sappington and  William Sharkey for their 
iiiLiii: t , tirmght,ful aiid i i sPfuI  comments Any errors are o u r  I I W T  The views expressed in this paper are thos? of 
1 ti(' aulliors. and du riot, necessarily represent the  views of the Federal Communications Commission. any of its 
('oniniissio~irrs. or nt,lirr htaR 

form'tl o r  quasi-lorma,l arrari;enirnl, by which the larger buyer pays no more than the 
Iii:Iilt~st ~ ~ O U I I I ,  a n y  snialler IJII~<T 

' l -hr . A l l ( '  rcprrsrnts 

1 
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s [x%~ibca l l \~  wc hrid t l i a t  i f  t,herta are differences in the relative valuation 
( i f  pro;ramminl: aniurig Ihri!,ers srich that, the larger h u w r  l i z  a great,er 
pcr-cx.;t,onrei' wluatiori. smaller buyers rnay be precluded from access to 
I hi' programming because of its relative expense. I n  the penultimate sec- 
t , i o i i .  wc ext,end 0111 model t,o acconimodatr the met~hodologv rlt,ilized in 
t.lw experirnent,nl studies conducted by- Bykowsk~., kwasnica. and Sharkey 
i?O@) ' Our pred~ct ioi~ that an hIFC arrangement yields niarket power is 
sr ip j ) i~mc, t l  by t h e i r  cirtr,it.3 Finally,  we nlake some concluding remarks. 

I1 
Sellers 

The General Case of Multiple Buyers and 

Assume t.hat risk neutral content, providers(a1so known as cable networks)have 
positivc fixed (sunk) c:ost,s of producing and zero marginal costs of dis- 
tributing their product,. These content providers will be referred t o  as 
sellers (of programming). There are I sellers. Thc sellers earn revenue b j  
irlling t,hcir product to cable owners. The cable owners will be referred to 
as huvcrs 

For simplicit>-. WP begin by assuming that sellers make a 'take it or leave 
i t , .  oHer t,n each prospc:ct,ivc IiLiyer and denote by T1,?; T2,,,  ..., TIM,, the  total 
~ )+~- rne~ i t , s  to seller i iron1 buyers 1. 2. . . . .  hf respectively, if the product is 
sold There are .L1 biiyers. each of whom has N , .  .W2, ...,Nu subscribers, 
ivtierp C;li=, ,v,,, = 11.. 

LVe assume that  biiyer m has positive fixed costs F, and zero program 
provision cost,s (an assumption we relax lat,er in the paper). We not,e tha t  
g i w i i  I srllers wit,h I products, every buyer has  2' possible programming 
clioices \Ve deriote a programming choice of huying only seller 2's program 
IJ \ .  E;. wtierf subscript, 1 denotes the program package consisting of only 
one' program iintl t,he superscript, i denotes seller 2. The programming 
package' consisting of 2 products, e.g., products from seller I; and seller 1,  
is given 131, E:.' = E; + E: E E$ u E:. 

The program package that  includes all programs from all sellers is de- 
not,ed hy E, or E,  . Tht: revenue that  buvcr m can derive from prm 
gramrriin:, package is denot,ed by V, , (E) .  Buyer m.'s objective is t o  
rriasimize urofits 

I.:! . I  

' ~ ~ \ ~ k c i ~ v s k ~ .  I l a r k .  ,Anthony kwamica. aiid il'illiam Sharkey, "Horizontal Concentration in the Cable Television 
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1,). dioicr of pro:raiiiniirig package E.  We assunie that, th r  value of an!. 
ioinl~riatiuri of programs is posit,ive. and t,liat t h r  -value corresporidericr' 
ietishrs decrrasinp; marginal rrt,rirns. PIlorr formalli,. wr  assumc that  for 
i%ri>. hyyei- TI. ariy t.\vo progranimin:, packages E and E .  arid for any seller 
i ~ i  pi-o:rdni sii(.Ii t l iwt  E; 

. 

€ il E. t ,hP follokving inequality holds: 

l ; , ' (E - E; ;I - \ ; , , ( E )  2 I ; , , ( €  - E + E; ~ \;,,(€ + E )  > 0 ( 2 )  

I <'. . I ;,, 1s slll~~-Irlodlll~3l 

trilri'iler~ price h i -  cacli seller A: to buyer rrr is. 
Claim 1: I l - i rh  .\I I ) i i \ . c n  i i i i t l  I sellers. the rinique Kash Equilihriuni 

T,,>.k = L,(E,) - - E ; )  ( 3 )  
d r i t l  nll I~uye r s  liiiy progra,nis from all sellers. 

Proof of Claim 1: First. we show tha t  if there is a Nash Equilibrium, 
i t  i i  rin ecjuililiritirn ahere  all buyers buy from all  sellers. Second. wc sho\v 
t,tiat, i n  the rqiiilihriuni Lvhere all buyers buy from all sellers, ( 3 )  nlust 
I~olil Filially. we prove by induction that  the transfer price Tm,3 is in  fact, 
a unique Xash Equilibrium transfer price 

By c,untradictiori. assume t,hat, in some Nash Equilibrium, buyer 7n did 
riot, lxiy the  program from seller i. Then: seller 2's payoffs from buyer 
' T I )  ale zcro. Noa.. deriote hy E' the value of the  set of programs bought 
h\, biiyer TrL. Since V ( E *  + E ; )  > V ( E ' ) ,  seller i is strictly better off 
( I  e. .  oht,ains pusit,ive payoffsj by charging any transfer price in the  set 
T E [O. V ( E *  i E;) - V ( E ' ) ] .  arid buyer m finds it optimal to buy from 
sellrr 'I 

Sext .  assiinie that t,here is a Nash Eqiiilibrium where all buyers buy 
i I O i I I  iill scllers Then. i t  must I JP  the case t h a t  buyer m prefers bu.wng 
tronl a,ll sellris t,o buviiig from any set of ( I  - 1) sellers; i r . ,  the  following 
contiitioii lioltis fur all m aiid k :  

Assunir (4 )  holils with n st,rict ~nequali ty for any seller 1 .  Then. seller 1 
(:an iiicrcitsr it's payoffs hy iricrertsirig the transfer price by an epsilon small 
, i n ~ o i i r i t , .  whik c:ontlitiori (4j st,ill holds ioi. all A .  = 1, ..., I. This is a con- 
t r ~ d i ~ t , i o r i  Therefore. (4) must hold witli equality K,(E/) - E,=, Tm., = 

I~;,,(E/ - E:) ~ c:=, T,, - T,,~./., wliich sirnpiihes to ( 3 ) .  
If,'(> Iiave shown t h t  for all bellers it, is optinial t,o charge T,",L. In 

ortiri t,o rrisiirc shat t.his is iri tact. a hash Equilibrium, we must' check 
t h a t  fur any t iuwr  7ri t,he value of buying from all sellers is greater than or 
rtliial t.o t ,hr value of any programming package from the remaining 2' - 1 
possibilities. To brgin, deriot,e by the transfer price defined in (3) 
whrn there are I I  t,ot,iil of I = 71 sellers. Clearly. \\,hen = 1, 

I 

T L  = \&(E;)  15) 
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is ;I Nash EquilitJriuni of the game. and all buvers buy from the seller. 
Sov i m u i i i e  t h a t  T$,k is a N a s h  Equilibrium outcome for some I = 

ri 2 1. Thc,ri. i t  suffices t,o show t,hat. T::' is also a K a s h  Equilibrium, 
which xve do h\, slion-in; that buver m's benefit from buviug all available 
1 )  T 1 programs i i  positi\-e. L7.p now t.hat, \'m(E,+l) - C::' T::' equals 
l;,,JE,,.l - E;") ~ ~ ~ = i T ~ ~ ~ i .  WF then note that  LL,(En+] - E;") ~ 

I p i  1 

' last irieclu~ility holds due t,o our assumption that, T::' = T,';,,z 
~ ,' I ;,, ( E,, - I - I ) - T,.? 2 \;!,(E,) ~ C E ,  T;,, 1 0 

.IIIJ hiiver n i s  pavoffs c u p  positive whcn t,herc are TI,+ 1 sellers charging 
I .  i i r i i l  t h i s  I ~ I I I \ W  IS tiet,t,rr off huyiiig n + 1 progranw than a n y  program 

pickigr consistiiig of n programs. But,  we know from our inductiori as- 
h~irnpiiori for I = 7). t,li;it when t,hete a r p  71 sellers. buying from all sellers 
15 Im:f(,rrcd to all other choices. Therefore, with n + 1 sellers, buying from 
,111 '11 + I sellers Is prrferred t,o any other programming pacliage. Then. for 
I = II + 1 .  i i  \'ash Equilibrium consists of sellers charging T;:' arid all 
Iluyci-s huvirig from dl sellers. By construction this Nash Equilibrium is 
I i n  iq I le. Q . E. D . 

Onc simpk irit,erpre~at~iori of Claim 1 is straightforward: when there are 
110 C R ~ R C I ~ , ~  restraint,s. cable opera,tors buy all net,work programs. However, 
i n  prac.t,ic:c>. ca,ble operators do not. buy from all sellers. We offer several 
t:zpliiiiations which we explorc in  the next two sections. First,  we argue 
that, thrre ma\- exist ca.pacit.v const,raints on cable operators. Second, we 
( ~ p l c i r e  rhe possible effeck on program carriage in the presence of so- 
c ~ l l c d  'most,-favoreti-c:iistomer' clauses. In tiles? cases, larger buyers are 
,~,Iilc, IV oht,ain prices that are a t  least, as favorable as the prices secured 
/ I \ .  tlul suialler huvrrs.  i . . . .  sinaller tniyers do not obtain asymmet,rir price 
tilic:illlrlt,s 

I11 The General Case of Multiple Buyers 
and Sellers with Capacity Constraints 

\Vc- i r i t , rodi ic~ t,h(. i t l e ~  ot capacit,y constraints by noting that  the total cost 
of  in Giveii ciiljlr operator rrr .  excluding t,hr payments t,o cable networks. 
15: 

f;,, <ire thr fisecl costs mil C,,{(/) is t,he marginal cost of introducing 
i ' s  prograiii. Cm(i t 1) for all i 
iuid nll 7n. T1rc.s~~ assumptions capture all possible cost structures with 
nori-decreasing marginal cost,s. 

Mi, also assurrie that for  aiiy h y e r  n, any two programs E; and E:, 
AIKI  c s u h  that  (El U E f ) n i  = 0 where V,,,(E,') 5 V,(E;); t,he inequality 

assume that 0 5 F,,, and C,(i) 
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I ,,>(E; + Ej 5 I ; n f ~ t  - E )  liolds. Sirrip]\- put .  we are assuming t,11at I f  

( I  I J I I W Y  prefers o i i r  ~ > i o g i - ~  i o  , i r torhrr .  the lil!J.er will al\r.ays prefrr tlris 
1 1 1 ' ~ ~ ~ I a r r i  Io t,lir 01 I m .  iegurdless ol the combination of other programs. 

IL-f, are non' di lr  t.o sliou- tlint tintlet- t,hese condii,ioiis. il hiyers c;tnrlot 
iriHiiericr the h q a i r i i i i ;  outcoiries betnern ot,her huyers. t,herr is riniqiir 
Siish Eqtiilihriiiin iiiit,conie. Furthermore. r i l l s  outcome IS efficient,. 

Siitct.. I>). *c,si1mpr1om m\- ,oiveii bu\rr  (.annot influence bargaining otir- 
coiiit's anton:: orticr I>uvcrs. i t  siiffices to show t,he result for 0111\- one hi i \ -er.  
\[-(' /~epli i  witti driv bu!-er v i .  \\-ittiout loss of generality. we a,ssiimr tha t  
IOI this Ijuycl I " ,<€ : )  > \;,,(E'? 1 ,  > - . 2 I'"~(E;-') 2 \);(E:) > 0.  four 
,I.ihtiiriptioiis l ioltl. t,tiere IS ii u ~ i i q u e  Nash Equilibrium solution sucli tha t .  
if 

(7) 

( 8 )  

( ; , > ( I )  5 I.&(€,) -\/;(E, - E:)  

r,,, = lK,(€l) - Vm(E,  - E:) - C,(I) 
then 

l i ~ t d  thc buyer buys from all sellers 
Th is  is a direct rxteiision of Claim 1. The condition on the  cost func- 

t i o n  itriplies t,liiit, t,lirrr is a positive value t,o he obtained by including 
;tii additional program regardless of the current combination of programs. 
Tlierefoie. dl1 pi~o;r,mi~ wi l l  he bought, in the unique N a s h  Equilibrium. 
' l l i r  rr,tnsfer price cl iarged 13). ;I seller will br such that the buyer is indif- 
terriir tJi,t\vcrn Ijri\.ing and not titiyirig this additional program. Also, if 

umpt,ions hnltl. t,herr is a sec.ond unique N a s h  Equilibrium solutiori 
S1lc.h t,ll?It I f :  

Cm,(l) L L ( G )  (9) 

r l i w  IJIIXI 711 cI(~r5 nor hi)!. iron1 an\' seller regardless o f t  he transfer price. 
Tiit, c~r>ritIitiori placed on t,hr cost struct,ure implies that  the net benefit, 
troiti lhuying a n y  prograni is negat,ive. Clearlyl 110 programs will be bought 
t i i  this equilit~ritiin. 

FiiidIy: if our assiimprions Iiold. (.here is a th i rd  unique b a s h  Equilib- 
L i t i i i i  solution siicli tha t ,  if: 

C,,>(I)  l;,,(E,) - v , ( E l  - E:) (10) 

C,,(l) < bin(E; )  (11) 
. I I l d  

1.1. i. 1.2 . A  t h r r i  t,licrc:exist,s a k E { I . Z .  . . . .  r - l }  snch that, L,;"(Ek 
E:) 2 C,,,(k) and C,(k + 1) > I/",(EhSI 
Tltr trmsfer priw is givrri by: 

)-WrL(Ek - 

- E;") 1 2 .  ..i I t 1  1.2  .... k.k+1 
) - l&(Ek+, 
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f o r  irll 5 7 5 A- arid T,,, ~ 2 0 foi 1. + 1 5 I 5 I .  I11 this cast'. tiuycr 7 1 )  

1 ~ 1 ~ s  from the hrst  i,. .w11ei-s 
This condition s a t e s  t,liat, t,lic* 11cr \ d u c *  of buying jus t  one progra~ri is 

posit,ivc. and t,hr net va,liir of bu!.ing the last, program aftkr i~nvii ig all ot,heI 
1-1 progranls 111 nr,qntivc'. Clei lr l~.  there exists ti k bet\veen 1 kind 1 - 1 s i i c l ~  
t I i , i t  tlw iiet valiir of huviiig from tirst, k sellers (ignoring rrmsfer  prices) 
is posit ivv and  tlir riw \ . a l i i c a  of I~~iiyiii; from rlir ( A .  - 1)'s srllrr (igiioring 
L,rmsfrt piitesi is negative. 'This. the biiver will h i y .  ar niost,. li progranis. 
Sintr, ilir valric~ of srller i ' i  pio,orm> ib riever less t , l ia r i  tlir V R I I I P  ( i f  seller 
( i  + 11.5 prograni i t  IS srraixhtforward t,o see that i f  seller i is served t,lieii 
d l c r  7+1 sliuiiltl also l i e  served in  nny Kasli Equilibriurn This iniplies t,hat 
scllcrs A. + I .  . I ; t rv  iior ser\.td in dn!- N k l s h  Eqnilibrium. Sellcr I; must 
l w  scrvrd i i i  l i n v  .\i~sli Eqi~i l i l~r i i i~r i ,  sirice it, can a1wa.v~ charge T,,,., = (1 
i i r i ( d  t,tic, IiuyrI hiiy.; frcini I , .  eithpr b\. replacing some of its progianis b!. 
prclgrarri A- or lhy krrping all ottitrr programs. 

Tli(>refore. i i  there is a hash Equilibriuni. then all I: programs will be 
liouglii,. If tiicrr is a hash Equilibriuni wit,h 1, scllers served. then it sliould 
I)(, the casr t,lia!, t , l ie  buyer is indifferent, bctwren buying from any seller 
/ ii,s cunipa,retl to nor biiviiig from t,Iiar. scller. and to replx ing it, with 
any other program from an!. of remaining I - A. sellers' programs Le.. for 
1 5 i 5 i. (7) h d d b .  Just a iii Claim 1: 

L,, 1 0  (131 

<inti 

* i r i ( l  I lo t l i  IJU\-PKS arid sellers ;i(.cept t hear ti-aiisfer prices. Q E.D. 
Opt,inialit>. implies rhat ;dl programs t,hat tiavt: a niarginal value above 

mar;iii;il cost w i l l  h r  hi-oadcast. Thc r h r n  almvr shows that, under our 
nssiirnption of cnnstrained ciipiLcit,y. thr  ma,rket outcome is efficient. 

IV Most-Favored-Customer Clauses 
Assurrle t h r e  arc t,\vo spllers arid two t,vpes (sizes) of buyers. Buyer one 
i i  l up ,> ,  ;uid 15 i i h l ~  t,o oht,aiii hIFC concessions from both sellers. Denote 
( 8 ,  [ 1 )  as hu),el OIK: '~  per cristornrr vahiat,ion of seller one's product,, III (1+2) 
; I >  t111yf~I one's valiia,tiori of Iiaving hot,h sellers' product,s. and  1 1 2 ( 2 )  as buyer 
t \vo 's  valiiat,ioii of seller t,wo's prodrict,. 

]\,.e also assiirne t,liat, assiimption one; given in equation (Section 1) 
Equat,iori 2) st,ill holds. Le.. ~ ~ ( 1 )  + 711(2) > ~ , ( l  + 2 )  and ~ ~ ( 1 )  + ~ ' ~ ( 2 )  > 
1..(1 i 2 ) .  R'c. Iiriow t h t  t.tit- Nash Equilibrium prices under the non- 
?IF(' provisions arc t i l  = i ~ , ( l  + 2) - ~ ' ~ ( 2 ) .  t i 2  = 7 j 1 ( 1  + 2) - ',;](I); 
f ; ,  = 1 . 2 i l  + 2 )  - ,02(?) ,  and t;., _. = ~ J ? ( I  + 2) - 7 ~ 2 ( 1 ) ,  where t,he 1' are 



rhr qii i l ibr iuni  I I ~ X I - ~ I F C  trarisfer prices. Using t,hesr assumptions. we 
mnsitier the folloaing four cascs 

First .  \vr considri- thr  casse whcrc t i l  5 t.;, and t ;? 5 i!;,. In this 
c r i w  hot,h the hIFC and non-hIFC treatments give the same prices and 
oiit(.oiwc sincp the XIFC provisions do not ressrict, t,hr sellers behavior in  
.Ill! '  f'lsllloll. 

Si~coi i t l  si'(' < , x p h i r  I tie w x  \ ~ l w r r  I;, '> t i l  i i i i c l  t ;?  5 ti.. In t,tiis ( : i tsc 

I lic~, \IFC rlitiisr mil\. aHrcts t , h r  first, seller. arid t,he seller Iias. two opt,iorls. 
Srllei 1 c ~ i ~ r i l d  charge ( A )  ill = tLI  = t i l  in which case both biiyers 1~11~.  

t i . c ~ r i i  seller oiie. Srllc~ oi~("s revenup in this  case is = (x:=i ~\!,,,).t;~ 
c ~ ~ ~ d  seller t w c  5 Ixs t ,  rwponse to seller one's price is to charge til  = t;> 
, i r d  = f ; . ,  ._ Or. srllei- 1 could charge (B)  t i l  = t21 = t i l  and sell only 
to hiiver one. In this c ~ s e .  seller 0ne.s revenue IS N1 . tTl and seller t,wo's 
l ipst rcsponse IS t,o chargt. t I 2  = tYY and tz? = 112(2) if uZ(1) - t i l  < 0 
iiml f I L  = ti.> i ir i i l  f L l  = 'iis(2) - ' ~ ~ ( 1 )  + tTl if ' ~ ~ ( 1 )  - tYl 2 0. Seller 
OII(' prefcrs I3 t o  .L\ il h' . /.;I < Vi . t i ,  whic11 we write equivalently as 
5 ;\ . (,1,,(1 + 2) - v l [ 2 ) )  > 7?2(1 + 2) - ~ ' ~ ( 2 )  where 9 is firm one's market. 
SIlAr?. 

T h d ,  we have the case where til 5 t.& and t;? > t&. We notice 
iiliincdiatel!, t,liat this case is symmetric t o  case two and therefore the  
i.esults are t,hr same. 

Fourtli. we  ha,^ t.he casc where t;i > tZl and t ;2  > t ;2 .  I11 this case, the 
hIFC' arrangements restrict both sellers, and each seller has three choices: 
( I )  pruvidv t,lip product only t,n buyer one, (2)  provide the  product t o  orlly 
hi\w t ,xo. or ( 3 )  provide the product to both buyers. 

111 t,hr tal)lc< that follows. WP liave listed tach of the possible combina- 
t I O I I ~  tor t,IiP sellcrs. 

Biiver One Buvrr Two Both Buyers 
Buyer One a 

ti . i ' ? l / t T T U J O  Buvcr Two 
b 
e 

c 
f 

Both Buver5 8 ) I  1 

r\s LW shci,ll demonstrate. ( h ) ,  ( d ) .  (e ) ,  ( f ) ,  and ( t i )  can riever be Part 
of 'I N,tsli Equiiihriurn. while (a) ,  ( i ) .  (c) ,  arid (g), can be part  of a, Nash 
Eqi I i l i  briiini. 

W r  not,? imrnediat,ely tha t  (e)  cannot be a Nash Equilibrium. If both 
sellers serve only buyer two. then t?l = t;l and t22 = t;>, and then t l l  = t;l 
m(l I , '  = t,& But, at, these transfer prices. buver one finds it optimal t o  buy 
fl-orri hoth sellers. I t  is also clear that  ( f )  and ( h )  cannot be Nash for t h e  
sari iv rwsoris givrn for (e ) .  Next. assurnr (h) is a Kash Equilibrium. Then. 



V The Bykowsky-Kwasnica-Sharkey Results 
R,vko\vsk!-. KwasriiciL, and Sliarkev (2003). report results of experimental 
s t i i ( l i r s  t tiat explurc t,argainirig among hnvers and sellers in the c.ahle in- 
~ lus t , rv .  These resuks $\-e i is  i i r i  opport,~~nit!. t,o evaluate the predictive 
IKIIIW of our  rnotlcl. Howrvcr. i n  order t h  evaluat,c the results of t,hese 
c.xpeririierits in t,he context of our h'IFC model. we must, first extend t,he 
model given in  Sect,ion 4 t.o Kc:c:oniriiotlii,tci rrlultiple l~uyers and a sequential 
tiergaining proc In the cont,ext, of' this extended model, we can then 
~ I O R  t,lidt, the Bvkoi\~sk\,-k'wasiiica-Sharkey experimental results relat.ing 
to hLFC trea,trrierits are broadl>~ consistent with our theory. 

I've st,art hy niodcliirig a Imrgainiri; proc.ess with one seller and mul- 
t , i l) lv hiiwrs. and thcri extend our MFC model to include multiple buyers 
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, r i d  se l l~rs .  \\-P model this tiargainiiig process as one in  which the se1ler.s 
are indcpendriir. which iriiplies that, a model with a single seller IS 

irii.sonathle. The assiiniptiori of independence among buyers is corisist,ent, 
wit t i  tlie experimental framework employed by Bykowsky. Kmasnica. and 
Stiarkei. (2002). Firitill\-. we est,end niir model t,o accommodate informa- 
r i r~ i ia l  ;w\mmrtrirs.  

\ \ ~F  I)e;in I?! ;~ss i i in i i ig  that. \vit,lioiit a most-f,t\ored-custonier provision. 
wllci I ii cliar~iii: 1 ; .  f : . t ; .  . . . .  t ; !  per customer transfer prices t,o huvers 
I .  2 .  :; . . .  .\I i ~ r s l ~ e r t i \ ~ : i ~ -  Assurrie that, hiiyer on? has the most. cust,oniers. 
I ( 1 . .  j .2,,, for all 71) 2 2 Iion assiime t,hiit buyer one is able t,o oht,ain 
r ~ ~ ~ ~ s t - t , ~ ~ - o r t ~ d - ~ u s t o n i ~ r '  terrris requiring the seller t o  charge a per cust,onier 

l i i . i ( . ~  IIO nioie tlian til(, rriiriimiini of prices charged t,o ot,her buyers. i.e.. 
t i  5 riiii1(f~.t .,..... t n , } .  \,Ye note that if t ;  2 t ;  for all m 2 2. t,lieri the  
\,IFC' provisiori a-ill time no effect, on a seller's decision. 

For sirnplic:it\,. assume t,hat, t' takes four possible values 0 = t i  < t; < 
f' <: t : .  I n  fact. this analysis applies to any finite number of buyers. In the 
1)resrnt case!. therr  are some hrivers with (non-MFC) transfer prices above 
1 ; .  t h e w  ar r  s a n e  hii!.ers with (non-MFC) transfer prices below t ; :  and 
t,here are some buyers \\rho do not buy from seller i, denoted by ti = 0. We 
driiot c' c.iistorriers served b!; different, transfer prices ti bynl = NI;  ' n ~  = 

Tl~t, hIFC arraiigements do riot, affect the buyers who are paying above 
ll11yer oiie's price. Given the hIFC constraint, the  seller has two options. 
First. t,he seller could charge ti = t S  = ti and t2  = t l .  In this case, the seller 
s e r w ~ ,  oiily the first and second type of buyers. and the seller's revenue is 
'r I = iil . t ;  + I ) ? .  t ;  O r .  t,he seller could charge t ,  = t 3  = ti and t2  = t;. In 
L I I F  ( ' i~ , sc  t.he seller serves all t,he tiriyers that, it, would serve without t,he 
IIFC' aud t,lie seller's reveiiiie is r? = (nl + 'n3) . t j  + n2 . t ; .  We not,? tha t  
oii l \  rlir first m d  second hiiyer types are served if T I  > T? H & > 2. 

~Yotirr t ,hv tii;lier n l  (t,hc market share of huyer one); t,he more likely 
i t  I:, t t i ir t  snialler hi ivc~s \ \ r i l l  not buy programming. Also) note tha t  buyer 
o w  ~ l w i i ~ ~  hiiys t,liP product arid pa at  most,. t,he price under the non- 
,![FC provision. Tlicse results are consistent with our findings in Section 
4. 

A s  riot.ed iilmve. t,he rriodel we haw constructed must be amended 
t o  iic(:omriiodat,e t.lw iriformat,ion asyninietries embedded in the s e q u e n h l  
Ji~tipiriirip framework of Bykowsky, Kwasnica. and Sharkep (2002). Specif- 
)(..ill~,. i l l  t,lie Bykowsk!:~I~wasnica-Sliarke~ model. the sellers do not know 
I I:?, t>LiJvrs. v;tliiat,ion. arid t h u s  must form some expect,atiorr regarding the 
~ i . i I l i i i ; r i r s s ~ t ~ o ~ ~ ~ ~ ~ ~ ~  on t h c  part of each individual buyer. Moreover, the 
~c,lIci rriiist, tleteririiiic iiii opt,irnal trading sequence. Amending our model 
1 1 )  <iccwriiriodat,e tlicst, cotiditions is a simple exercise in straightforward 
logit,. r1.s \VP tlemoristrat,e next. 

Assnnie t h t  wr' have 1 . r ~  hrivers and single seller where the seller does 

4 ,V,r,: ni = C,. rl. :VT,,; dnd  n4 = E,. = ~ .  N ,  where Ck=, 7 i k  = N. E,;,,=,; 1,s 1 n/ 4 



iiot iirion tl i t ,  t i ~ iwr ' s  \,aluatioii of t h v  seller's product. .4s u'c slion-ed iii 

Stmion 4 (equililxia ir.c.:.i I .  II IS iil\\-iivs oprimal for t,lir seller t,o mad? 
n-it11 the laigcr tiiiyrr. h u t  not tlw smaller liuyer. Thus, tlie seller will 
A I \ \ - < I ) . >  \v:irii t c  ti-atk wi r l i  the Ibiggest huver first and l i e n c r  the  mit,corne 
of t l i c s  giiiiie i i  the, siliiiP <is i f  rlir si,llrr h e n .  n i t , h  crrraint,y. t h r o u t c o i i i e  of 
i i qo t  i<~tii)iis wit11 otliei~ l ) u w r + .  Siilce (radiii; w t , l i  tiiv s ina l le i  I I U \ W  hrst 
\ ~ ~ ~ i i i I c l  I I K ~  1 . 1 1 ~  ?c, l lci~ in io ( , (~ i i i l i l i i - i i in i  I il \u, ~ x t c n d  tlic. aridlysis to r l i r  I , ,W 

\I i t 11  i i iorc than r\vn thri\ws. ~ v e  (~onclutlc tliat thc seller would aln;l!.r w n r  
I I I  tr;idc \ritIi t,lie higgest tiiiyer tirst,. The determination of a particular 
(vcl:iilibriuni will d rpe i i t l  oil the biggest hLiyer's market share. the rclative 
\- idui~t~~oii uf of ~~ro:r:uiiiniii: h!- different, buyers. and the uncertainty of 
t IIP 1~~1:aiiiiii: outcome \vitlr the reniaininf; buyers. 

Foiir of tlir rrsnlts of the Bykowsky-k'wasriica-Sharkey (2002) experi- 
i i ic~~iit,s ,11.(' gcrrrmie t,o oui- model. First, Bykowsky. Kaasnica. and Sharkey 
h i i d  rli i i t  wit,li I t 0  ctiimriel capac:it,\- c:onst,raints and no hlFC ciauses. a11 of 
thi, SCIICI:, \vei-c ahle  t,o conduct prohtable trades, which is prec,isely t,he 
Icsult our riiotlcl predicts in Section 2 .  Second, Bykowsky. Kwasnica. and 
Sliarkev hnd that, wit11 capac,ity constraints and no MFC clauses. seller's 
lhargairiing powei. decreased. Lvhile a buyer's bargaining power increased 
rrrlativr t,o the ~ a s e  of 110 capacity constraints. This result is consistent 
with our model. as can bc seen by comparing (3)  i n  Section 2. wit.ti (3 )  
arid (7) iii Sect,ion 3 .  and noting the ext,ra negative terms i n  Section 3 .  
T h r d .  Bvkowsky. Ii\vasnica. and Sharkey find that, the existence of an 
\IF(' cI.iusc increase.> t,hc profit,ahility of MFC bilvers, a resiilt our (ex- 
~ t . i i c I ~ d )  Section 4 and 5 niodel predic.ts Finally: not,e that, in our model 
( \ v l i r I ~  t I Ie sellers car! make t,ake-it-or-leave-it offers. by assumpt,ion). the  
l)i(:seiic(< of i i i i  h1FC ui-dngernent IS  ttic only source by which large firms 
cshihlt  grca,rer iiiarket imwcr. This is esact,ly paralleled by t,he resiilts of 
t hr Byko\vsky-l< ivasn ica-Sliarkey study. 

VI Conclusion 
In r,his pa,per. we explored tlic use of 'most-favored-customer' clauses in the 
c d l j l r  in t lus t r \~ .  lVe c x ; i i r i i i i c d  the impact, of MFC clauses on bargaining 
OIIt,t'Onieb brt,wwri buyers arid sellers. arid showed that  t,hese outcornes 
rlepericletl on tiic market sharc! of the larger buyers and the relative per- 
r~istoiiifrr vdii;it,ion o f  t,h? seller's prograrrirriing t,o different, huvers. 

U'r sliomrtl tlhar hot,h witti and wit,hout channel capacity c o n s h i n t s ,  in 
thr a0sc11cc of hIFC cli~uses, t he  market outcome is efficient. However, the 
iiitrorluct~ion of h3FC clauses can disadvantage sellers and small buyers. We 
lourid t,hat, as t,liF: ma,rket, sha.re of the large huyer increases, smaller buyers 
;ire irit~ir? likel\. to he tlisatlvant~a,ged Specifically, we found that, if there is 
.I tiisparit,!, i n  the reiat,ive \.aluxt,ion of programnring among buyers. in tile 
e'iisi' n.llcw tlir large I i i i~r i  has a. greater per-ciist,orner val~ration. snlaller 
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